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New England’s textile industry could benefit 
greatly if it could stabilize business, introduce 
growth opportunities, improve profits, and 
forestall liquidations before they threaten. 
Diversification into nontextile lines is a promis- 
ing alternative that needs to be thoroughly 
explored. 


Ca a an a nn a rn re ee ee 


THe New ENGianp textile industry, aware of its re- 
sponsibilities to stockholders, workers. and the New 
England community, is exploring ways of conserving 
corporate assets and adding stability and new growth 
potential to the textile industry. The instability and 
slow growth of the textile industry have meant an 
economic loss to the New England community. All 
members of the community stand to gain if a solution 
to the textile industry's problems can be found. 
Diversification into new products is a business al- 
ternative which has proved a highly successful approach 
to the problems presented by declining, fluctuating, or 
vanishing markets and low profit margins. These are 
the problems of the New England textile industry. 
While diversification has not yet been widely undertaken 
by New England textile firms, it is compatible with 
present textile operations. It does not require the 
abandonment of textile manufacturing, but rather may 
be used to permit continuation in this field. Most textile 
firms have management, organizational, and locational 
resources which may be used effectively in nontextile 
diversification. It is a program which most members of 
the textile industry would find possible to adopt. 
Diversification is a course of action requiring capital 
for investment. The capital position of members of the 








'This article presents part of a report prepared by Arthur D. Little, Inc. for the 
Federal Reserve Bank of Boston, the Massachusetts Department of Commerce, 
the Rhode Island Development Council and the Business Development Company 
of Rhode Island. The full report may be obtained from the Federal Reserve Bana 
of Boston at a price of $1.35. 
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New England textile industry is varied. Therefore, this 
report, in citing fields of opportunity and methods of 
implementing diversification, has focused on those 
ranging from modest to major capital requirements. 
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Diversification into new fields of activity is a business 
alternative which can be used to offset the effects of 
declining markets and fluctuations in demand, and to 
increase the rate of growth of a company. For firms 
facing declining or vanishing markets, entrance into a 
new field provides an opportunity to become established 
in a growth industry. For firms facing fluctuations tn 
demand, broadening the product base stabilizes op- 
erations by reducing the impact of seasonal fluctuations 
or a depression in any one field. For firms in fields where 
profit margins are low, a more secure financial position 
can be gained by expanding operations to include 
activities in fields where profit margins are high. 

An excellent illustration of diversification used to 
these ends is furnished by the Elgin Watch Company of 
Elgin, Illinois, which has engaged in the manufacture of 
timepieces for almost 90 years. Recently the company 
has been faced with aggressively marketed imported 
watch products made by foreign companies enjoying a 
65 per cent wage rate advantage. Moreover, the watch 
market fluctuates widely: a ten per cent change in dis- 
posable income results in a 20 per cent change in the 
demand for watches. In addition, the watch industry's 
postwar pre-tax return on net worth has generally been 
in the neighborhood of ten to 15 per cent, while for all 
manufacturing the figure is approximately 25 per cent. 
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Following a thorough study of industries, the Elgin 
Company settled upon electronic-components manu- 
facture as a suitable area of diversification on the basis 
of growth prospects, net worth return (approximate 
average 50 per cent), and type of manufacturing skills 
required. It implemented diversification in this area by 
the purchase of three going concerns. In the first half of 
1954, while sales of domestic watches continued to 
decline, Elgin reported a substantial increase in dollar 
volume of business. 

While diversification has proved a successful tool for 
solving the very problems that plague the textile indus- 
try, diversification has appeared to be a more daring 
and radical step for a typical textile firm than for firms 
in other industries. There is some reason for this belief. 
Men who have devoted their lives to the manufacture of 
textiles often have had neither the time nor the occasion 
to learn other types of businesses. Management staffs 
have typically been trimmed to the bone as cost-reduc- 
tion measures in times of severe price competition. In 
many instances excess mill capacity has been disposed 
of to cut costs. Textile machinery can be used only for 
the manufacture of textiles. Although a textile firm may 
have prestige and name acceptance in textiles, these 
assets may be of limited use in persuading greater sales 
in fields where the name is unknown. 

Too little attention has been paid to the fact that 
these handicaps can be overcome. Nor has there seemed 
to be adequate appreciation of the wide variety of re- 
sources available within the industry which can con- 
tribute to the success of a diversification program. 

If diversification requires of textile management 
specialized knowledge in another field, particularly in 
areas of marketing and research, this “know-how” can 
be acquired through the purchase or acquisition of a 
firm with its management team intact or through merger 
with such a firm. New skills can be learned. Specialized 
personnel can be hired. 

The inability of a textile firm to use its production 
facilities does not present a stumbling block to diversi- 
fication. Production equipment and space can be ob- 
tained through acquisition of a going concern or through 
merger, plant space can be built, machinery can be 
purchased or leased. 


Textile Resources B hich Can Be Used 
in Diversification 

Textile firms have many resources which can be ap- 
plied to a diverse operation and which can help the new 
enterprise attain its maximum growth potential. Op- 
portunities exist for exploitation of textile management, 
organizational, and locational resources. All will not be 
available in every case. The extent of resource transfer 
will depend on the specific situation. The following 
paragraphs are merely suggestive of the wealth of ap- 
plicable resources which each firm will discover when 
it examines itself. - 

Management Resources: “We do the same things 
here (as we did in textiles) but call them by different 
names.” In these words a former textile plant superin- 
tendent who had become a production manager in the 
metalworking industry described an experience common 
to most men in business and industry who transfer to 
other fields. 
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Textile manufacturers have a general conceptual 
understanding of manufacturing processes which put 
raw material in at one end and take finished goods out 
at the other. Cost systems, materials handling, labor 
relations, plant layouts, warehousing, and inventory 
control are just a few of the areas of production which 
are common to all sections of American industry. 

A textile management team which has brought its 
firm successfully past the obstacles which historically 
have challenged this industry may be counted on for 
seasoned business judgment. This talent is indispensable 
for success in nontextile diversification. 

An established textile firm can contribute strong 
financial management ability to operations in other 
fields. Financial experience, vital in business planning, 
can be applied in new-venture financing and merger 
negotiations. Sound accounting practices, developed by 
many textile firms in the face of strong price competition, 
can be implemented in cost-control systems to insure 
maximum efficiency in the new operation. 


In a price-competitive market, many textile firms 


-have developed cost-cutting procedures through im- 


proved materials-handling methods. The ability to set 
up economical production flow schemes may well be 
applied in other fields. 

Textile firms, through their established credit lines. 
may be able to supply the financial requirements of 
promising firms which, by virtue of their rapid expan- 
sion, are underfinanced and unable to get the working 
capital they need to take advantage of market opportu- 
nities. Such a move does not imply the investment of 
risk capital. Rather it suggests that textile firms can take 
advantage of the fact that some companies would prefer 
to meet their financial needs through merger arrange- 
ments with a firm with an established line of credit. 

The losses sustained in recent textile activities may be 
turned to advantage through a diversification program. 
Many New England textile companies realized losses in 
1953 and 1954. For federal income tax purposes, these 


losses can be used as a deduction from future income if 


they have not been applied against past income under 
the provisions of Section 172 and related sections of the 
Internal Revenue Code of 1954, as amended. If the 
future outlook for textile profits is not bright, diversi- 
fication may be the only practical method of taking 
advantage of these provisions. The use of these deduc- 
tions means that profits from the diversification pro- 
gram are tax-free to the extent of the losses. Therefore 
the greater the anticipated profits from the possible 
diversification, the greater the weight which can be 
given these losses. The use of deductible losses is a short- 
term benefit, since such losses must be deducted within 
five years after they have been realized. But collateral 
advantages of the tax provisions would be: the recovery 
of the original investment at a more rapid rate than 
would otherwise be possible; the building up of working 
capital; and the improvement of the financial position 
of the company after the expenditure of capital for the 
diversification program. 

Organizational Resources: Textile personnel pos- 
sess many types of ability and talent which can be used 
in other operations. Textile labor constitutes a depend- 
able and highly skilled work group. One electronics man- 
ufacturer has commented that former textile workers in 
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his plant have a stabilizing effect on other workers. 
According to another manufacturer, textile workers 
have a keen respect for management supervision. Many 
are skilled in the areas of mechanical understanding and 
manual dexterity, and their highly specialized skills 
have been used in other industries. For example, a color 
tester ina textile-finishing plant was employed to match 
colors in the metal industry. While the possibility of 
applying highly technical skills directly to other areas 
is limited, the ability of textile workers to learn and 
master new skills has been demonstrated. 

Some, though not many, textile firms have marketing 
organizations made up of salesmen serving retail ac- 
counts. These salesmen might be used to sell nontextile 
products. The customers these salesmen regularly con- 
tact might provide the basis for a market for a line of 
nontextile products. For instance, a manufacturer of 
upholstery material for automobiles might successfully 
market other interior automobile parts. 

An established personnel department may be used for 
assembling a new work force. Past association with 
many workers in a community can materially assist in 
easing administrative problems in supervision and in 
placing the right people in the right jobs. 

Many textile firms have highly competent accounting 
departments which have set up elaborate and effective 
cost-control systems. 

The plant and equipment of a textile firm offer other 
transferable resources. Excess plant space may be avail- 
able in textile firms that have been forced to cut back 
operations. This space may be used to house a newly 
acquired going concern, a subcontracting Operation, or a 
branch facility ofanaequired concern. Many new firms are 
successfully using abandoned mill space in New England. 

Many textile firms have adequate warehousing facili- 
ties to store large, bulky inventory. In some cases this 
space may be used for warehousing inventory in a non- 
textile operation. Such space may be particularly ad- 
vantageous if this inventory is bulky or has to be pur- 
chased in large quantities and held for production or 
distribution at a later date. Warehouse space may also 
be used as a distribution center for manufacturers in 
other areas, or it may be converted to production space. 

Many converters and finishers have large steam 
capacity which might find such use as in drying processes 
as a part of other manufacturing operations. 

Electronic computing equipment is available in some 
plants. With nontextile diversification, greater use 
could be made of these facilities. 

While a typical textile machine shop cannot produce 
high-precision parts, it may represent a nucleus for ex- 
pansion. Personnel and equipment capable of doing 
precision work could be added. Small subcontracts for 
nonprecision parts might be profitable and pave the way 
to diversification, once contacts in the market were 
established and production details resolved. 

Locational Resources: A textile firm in the New 
England area has many locational resources which can 
contribute to the success of an operation in a new field. 

New England has the advantage of proximity to some 
of the foremost research centers in the world. Educa- 
tional institutions and private firms in the area can be 
the source both of technical talent and of new ideas. 

The New England labor market provides another ad- 


vantage. New England workers are traditionally well 
rooted and therefore stable in their working habits. 
Many possess skills which can be applied in new fields. 
Wage scales are often less than in other areas of indus- 
trial concentration. The availability of labor is good, 
particularly in many older textile communities. 

New England furnishes a favorable market for many 
products. Electronics, plastics, instruments and alumi- 
num fabrication are just a few. Many goods now being 
produced outside the region for New England consump- 
tion provide good diversification opportunities, since 
local producers would have the advantage of lower 
freight costs in competing with similar products shipped 
in from other areas. 

The importance of industrial expansion to the New 
England economy is widely recognized, and it is the 
goal of many groups in the area to facilitate it. All New 
England states have established organizations to assist 
businessmen in finding new opportunities for expansion. 
In addition, many private firms in the region specialize 
in this work. Trade associations are most anxious to aid 
in the development of the industries they represent, and 
may be counted upon for valuable assistance in diversi- 
fication. Many banks help business search for diversifi- 
cation opportunities. 


Methods of Diversifving 

A textile company can enter into nontextile diversi- 
fication by the purchase or acquisition of a going con- 
cern, by a merger, by subcontracting for other manu- 
facturers. or by entrepreneurship. 

The advantages and limitations of these alternatives 
are discussed below. It is not possible to recommend one 
over another. The selection of a method should be based 
on an appraisal of the individual company’s situation 
and the opportunity under consideration. 

Purchase or Acquisition of a Going Concern: 
Entrance into a nontextile field can be accomplished 
through the acquisition or purchase of a going concern 
with its management team intact. Acquisition through 
the purchase of the assets of a small but promising con- 
cern or a controlling interest in a larger firm can be 
accomplished by a firm with a limited capital position. 
This concern can bring with it technical and production 
know-how, an accepted product line. and an established 
distribution system. It can also bring growth potential 
in its particular field. A textile company may furnish 
capital and/or plant space for expansion to a growing 
firm. It may offer other resources, such as a New Eng- 
land location which favors exploitation of local markets. 

The recent diversification of Crompton & Knowles 
Loom Works into the chemical field emphasizes the 
flexibility which the purchase of a going concern can 
give a diversifying company. This firm, world-famous 
for its textile machinery, is a prominent member of the 
machine tool industry. The purchase of the Althouse 
Chemical and Dye Company has broadened the firm’s 
product base into the growing chemical field. The ac- 
quisition of the Wrap King Corporation has permitted 
this firm’s entry into the promising packaging field. The 
purchase of the Carl N. Beetle Plastic Corporation has 
complemented Crompton Knowles Reinforced Lami- 
nates Division established in September 1954 by bring- 
ing with it an outstanding reputation in the plastics 
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molding field. This program further stabilizes the firm 
and provides a basis for renewed growth. New skills and 
technical competence have been added to this firm’s 
fund of talent in the form of new personnel and equip- 
ment. These factors can provide a sound basis for future 
expansions in related fields. 

Merger: A merger can provide the same mutual 
benefits and opportunities for transfer of textile re- 
sources as can the purchase of a going concern. Merger 
may be a desirable alternative if textile management 
elects to diversify by joining with a relatively large and 
established firm in another field. In this case the tax 
advantages and readily available capital for expansion, 
which the textile firm can offer, may be the most im- 
portant consideration. It is conceivable that a merger 
could be formed in which textile operations would play 
the minor role in the final organization. This role may 
not be undesirable in itself if the consolidation permits 
the textile operation to retain its position in the industry 
and offers promise of greater profits for the newly 
formed concern. 

Subcontracting: Establishing facilities to handle 
subcontracts for manufacturers in nontextile fields may 
be attractive for some textile firms. For example, a 
machine shop might form the basis for a bigger operation 
in the metalworking industry. It must be recognized, 
however, that subcontracts are often assigned on the 
basis of competence in a particular field, competence 
which a textile manufacturer might not possess. In this 
case it would be desirable to establish associations with 
manufacturers who could contribute equipment and a 
nucleus of technical assistance to the textile firm. 
Furthermore, machines can be purchased or leased and 
competent personnel hired. The prime contractor might 
want to take advantage of low labor costs or the prox- 
imity of a New England mill to local markets, or he 
might want to overcome a shortage of production 
capacity at his plant. 

While a subcontractor may be subject to the whims 
of the contractor's fortunes, he may gain valuable ex- 
perience in a new field with only a moderate investment. 
Such experience may be valuable to a firm that is “feel- 
ing its way” into nontextiles. It might also be attractive 
as a short-term venture to resolve temporary problems. 
Work of this sort might be found in all industries from 
food to atomic energy. 

The Rock of Ages Granite Company, one of the oldest 
and most renowned monument manufacturers in the 
United States, diversified into the electronics industry 
via the subcontracting method. The company estab- 
lished itself as a subcontractor during the war by doing 
work on proximity fuses. In 1945 it moved into the 
manufacture of electronic components on a subcontract- 
ing basis for a large electronics manufacturer. The com- 
pany trained available labor in this work. Technical 
assistance was provided by the prime contractor. 

Management's primary concern in this case was for 
the local community, which was almost entirely de- 
pendent upon the granite industry. The recognition by 
management of its twofold responsibility to the com- 
munity and to the owners of the company resulted in 
substantial benefits to both. 

Present operations are nearly double their 1945 size 
and support a labor force of over 700 people. Going 





concern values have been transferred from quarrying to 
electronics to an extent unforeseeable when the new 
operations were begun. Administrative requirements 
have been handled successfully from the policy-making 
level down through line supervisory personnel. The staff 
departments were able to transfer their functions to the 
new operation almost in their entirety. 

Entrepreneurship: Diversification may be under- 
taken through the establishment of a new group within 
the textile company to produce and sell nontextile prod- 
ucts. It is entirely possible that sound ideas in the form 
of inventions can be used as the basis for nontextile 
manufacturing. Ideas for modifying or improving exist- 
ing products, or the recognition of an unfilled need in a 
market, may point to worthwhile ventures for the 
diversifying firm. Separate production and marketing 
facilities can be set up within the company to capitalize 
on these opportunities. This diversification method may 
bring with it both the advantages and disadvantages of 
establishing a new business. On the one hand, chances of 
failure may be high. On the other, profit potential may 
also be high. 

This report cannot generalize on the desirability or 
undesirability of entrepreneurship diversification for a 
textile firm. The initial slow return on investment typical 
of new enterprise may be unsatisfactory to many textile 
firms with high working capital requirements. If diversi- 
fication is undertaken to complement narrowing textile 
profit margins or to provide stability to the diversi- 
fier’s business, then entrepreneurship, with its specula- 
tive overtones, may be unsatisfactory. However, a textile 
firm facing ultimate liquidation might successfully re- 
direct its efforts into new fields through this method. 
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Nontextile diversification is not a panacea. For some 
firms, diversification might only compound existing 
problems. It is a course of action which must be care- 
fully considered by individual companies and be imple- 
mented only after detailed analysisof the firm’s resources 
and problems. It requires systematic planning. 

Most textile firms have management, organizational, 
and locational resources which may be used effectively 
in planning nontextile diversification. What they lack 
for such a program can often be supplied. 

By broadening the product base, nontextile diversi- 
fication may help some companies stabilize their oper- 
ations. It may be the means by which other companies 
survive. Diversification of the textile industry would 
strengthen the whole New England economy. 

This article has presented the broad recommenda- 
tions of the Arthur D. Little report. Subsequent articles 
will discuss specific diversification opportunities in such 
industries as aluminum fabrication, instruments, plas- 
tics, electronics, prefabricated homes, abrasives, sporting 
goods and non-woven fabrics. 
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New ENG ianp’s department stores established a new 
sales record during the 1955 Christmas shopping season. 
Dollar sales for the season were six per cent above last 
year’s record volume. Steady buying prevailed during 
the five-week period. In no week did sales fall behind 
year-ago totals. An extra shopping day in Christmas 
week this season helped increase the sales total. 
Christmas shoppers were out in force early. As a re- 
sult, Thanksgiving week sales rose seven per cent above 
year-earlier totals. The following week, sales volume 
matched that of a year ago. Consumers then stepped up 
their buying to a faster pace with sales exceeding year- 
ago levels each of the remaining weeks. The week ending 
December 17 set a record for dollar volume of sales. The 
largest year-to-year gains of the season were recorded 
the week before Christmas with a 20 per cent increase 
for the district. Very cold weather hampered sales early 
in the week but excellent shopping weather at the end 
of the week plus an extra shopping day on Saturday 
favored the strong surge of last-minute purchasing. 
The general improvement in economic conditions dur- 
ing the year was reflected in the sales gains made by de- 
partment stores in the various weekly reporting cities 
of New England. Sales gains ranged from one per cent 
for Providence to 11 for Springfield and for the suburban 
Boston area. A gain of ten per cent was made by stores 
in the “other cities’ group. containing stores in New 
Haven and Worcester as well as other stores in Connec- 
ticut, New Hampshire, and Maine. Sales for the season 
in Lowell, where improved employment was a definite 
factor, were nine per cent above year-ago levels. 
Department store sales in the Boston Metropolitan 
Area were six per cent greater this season than in 1954, 
with the greater gains occurring in the suburban areas. 
Sales in the suburban Boston communities of Cambridge 
and Quincey were eight and nine per cent ahead of year- 
ago levels. Gains in other suburban stores were enough 
larger to raise gains for the suburban area to 11 per cent. 
Downtown Boston stores participated in the marked 
shopping gains of the first and last weeks of the season 
but were not quite able to match last year’s figures for 
the three intervening weeks. For the five-week period, 
sales downtown were up three per cent. The suburban 
stores accounted for a larger portion of the area’s 
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COMPARISON OF CHRISTMAS SEASON SALES 
NEW ENGLAND DEPARTMENT STORES 


Corresponding Weeks 1955 vs. 1954 





Per cent change 1954 to 1955 











City or Area ' Weeks ending in 1955 Va 
— Wee 
Nov Dec. Dec. Dec. Dec. Total 

2 3 10 17 24* 

Boston Area.......... + 8 (0) 0 +1 +21 +6 
Downtown Boston... + 7 -1 -2 - 1 +18 + 3 
Suburban Boston..... +10 +4 +5 + 7 +28 +11 

Cambridge....... +8 +4 +3 + 1 +21 +8 
INGW. veccn ccc ete —3 +9 +9 +22 +49 

Lowell Area......... +15 -2 +3 +11 +19 +49 

Springfield........ . +14 +7 +9 +9 +18 +11 

Providence........... -9 -6 (0) + 3 +13 +1 

Other Cities.......... +14 +4 +7 +7 +17 +10 

BIGUNCES cso chico cones See +2 + 3 +20 +6 





*Six shopping days in 1955; five shopping days in 1954. 
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Downtown Boston Stores 
Christmas Season 1955 vs. 1954 


Per Cent Increase 


GRAND TOTAL [|e 
MAIN STORE | |-4 


HOMEFURNSHINGS [~ ‘|+7 
sma wares [ }+6 
WOMENS & MISSES APPAREL a —41+6 


MISCELLANEOUS (TOYS, SPORTING GOODS } 
CAMERAS, LUGGAGE, CANDY, ETC) }+5 


PIECE GOODS & HOUSEHOLD TEXTILES | eRe, ° 4 
WOMEN $ & MISSES ACCESSORIES ean 2 
MENS & BOYS CLOTHING Cc)! 


BASEMENT [} 2 
NONMERCHANDISE 
(MISCELLANEQUS SERVICES) +4 
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Christmas purchases than ever before. Greater avail- 
ability of parking spaces, generally less crowded con- 
ditions, and nearness to shoppers’ residences are all 
factors contributing to the shift away from downtown 
shopping. As this trend continues, it seems likely that 
the selection of merchandise, one important factor still 
favoring downtown stores, will become wider and thus 
more competitive in the suburban stores. 

Discount house and factory outlet activity, particu- 
larly in soft-goods lines, appears to have been greater in 
some areas this year and may have taken some sales 
away from the department stores in those areas. An- 
other significant development in retailing in the Boston 
area has been the opening of retail warehouse stores out 
of the downtown area by several of the downtown de- 
partment stores. These outlets, specializing in low or 
off-price merchandise, may have siphoned off some po- 
tential downtown sales for some of their volume. 

For the downtown Boston stores, all the major store 
divisions reported increased sales relative to a year ago. 
Main, or “upstairs,” stores’ sales gained four per cent 
on a year-to-year basis while basement sales gained by 
two per cent. Similar trends have been evident much of 
the year, which seems to indicate that consumers are 
placing greater emphasis on quality than on price con- 
siderations and also that competition from other! types 
of outlets may be affecting basement trade. 

The sales gains made during the Christmas season 
should prove encouraging to district merchants, since 
they were generally larger than the gains earlier in the 
year. The stronger merchandising efforts in the home- 
furnishings field are yielding promising results, as home- 
furnishings sales experienced the most marked improve- 
ment in sales volume. This experience suggests that 
department stores may effectively meet the challenge 
being raised by discount operations in soft goods. Most 
department store merchants are facing the next six 
months with hopes of sales gains against strong com- 
petition. 


JANUARY 1956 Page 3 











Meouthly Review 


FEDERAL RESERVE BANK OF BOSTON 


Industrial Development Corporations 


A New England Success Story 


Durine the past few years a large number of New Eng- 
land communities have established industrial develop- 
ment corporations, and many of the older development 
corporations have expanded their services. These cor- 
porations have obtained funds by voluntary subscrip- 
tions from local individuals and businesses to purchase 
and develop industrial sites, suppl) plant space in new 
or older buildings on a lease or long-term purchase basis, 
and to make long-term loans to small manufacturers. 
No tax money has been invested in any of these or- 
ganizations, and none of them have pledged the credit 
of any municipal, county or state government agency. 
Widespread understanding of the achievements of these 
organizations can facilitate their growth. This article 
brings the story on development corporations up to 
date by reporting the results of a recent questionnaire 
survey of all known New England industrial develop- 
ment corporations.' 

At least 75 local industrial development corporations 
have been organized in New England. These groups 
have raised 34,528,000 from about 14,000 stockholders, 
noteholders, and contributors. Development corpora- 
tions have built 60 new plants with 2,234,550 square 
feet of space and have purchased and usually renovated 
and modernized 167 vacant buildings containing 13,- 
595,000 square feet of space for lease or sale to manu- 
facturers. The 23 corporations which have loaned funds 
have made 82 loans aggregating 33,190,900. Altogether, 
these 75 development corporations have assisted 425 
manufacturers currently employing approximately 
36,000 workers. 

Nine development corporations have liquidated or 
are no longer in active operation. Most of these were 
formed for a limited purpose and were closed out when 
their objective was reached. Seven of the nine com- 
munities where industrial development corporations 
have gone out of business now have new organizations 
with broader objectives than the original corporations. 

The 3 corporations that have been established since 
May 1952 have raised more capital than the total equity 
capital raised by all development corporations formed 
prior to May 1952. Nineteen local development corpora- 
tions have built 32 new plants with 1,219,950 square 
feet of floor space since May 1952. Twelve groups 
formed in the past four years built 17 of these plants. 
‘The other 15 were built by development organizations 
established prior to May 1952. The 32 new plants house 
46 manufacturers employing about 4,300 workers. 

Lending activity has also increased in the past few 
years. Eighteen development corporations have made 
42 loans aggregating $1,909,200 since May 1952. Ten 
corporations organized since 1952 have already made 
loans. Four other corporations formed during 1951 have 
lent funds during the period, while four corporations 
formed before 1950 have made 21 loans. 


1For earlier reports, see this hank’s Monthly Reviews for January, July, October, 
November, and December, 1950; February and May, 1951, and June, 1952. 
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Only six development corporations formed since May 
1952 have purchased vacant plants. Five corporations 
formed before that time have bought additional plants 
in the past four years. Altogether, these 11 corporations 
have purchased 38 buildings with 2,710,000 square 
feet of space. These buildings are now occupied by 40 
concerns with 3,100 employees. 


Recent Trends 

Industrial development corporations organized since 
1919 have differed from those formed in earlier periods 
in several respects. Most of the recent corporations have 
been formed before desperate circumstances developed 
in the community. They have been part of forward- 
planning programs aimed at greater diversification and 
growth of manufacturing payrolls by encouraging the 
establishment of new, growing industries offering higher- 
paying jobs. Before 1950 most development Corporations 
were organized to offset factory shutdowns. 

There has been a larger proportion of regional or- 
ganizations formed in the past few years. Prior to 1950 
most corporations concentrated their activities in one 
city or town, generally one having a population of less 
than 50,000. But twelve development corporations es- 
tablished since 1919 have obtained support and directed 
their planning toward the several communities which 
together comprise a local economic area. This is en- 
couraging evidence that groups of communities can 
overcome conflicting loyalties by the area approach to 
economic development. Ten communities with popula- 
tions exceeding 50,000 now have development corpora- 
tions. Seven of these have been formed since 1950 and 
all seven are regional corporations. 

New England communities seem to have found non- 
profit corporations more suitable for industrial develop- 
ment purposes than profit corporations in recent years. 
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Over half of the corporations formed before May 1952 
were profit corporations. But only eight of the 34 cor- 
portations which have been organized sinee May 1952 
have been profit corporations. 

The nonprofit form of organization ties in closely 
with the purposes of most local development corpora- 
tions. It prevents misunderstandings which have some- 
times arisen in profit: corporations. The nonprofit form 
of organization also gives development corporations 
more flexibility in business dealings and may result in 
tax advantages. 

New methods of procuring funds have also been used 
recently. Four industrial development groups organized 
in 1951 and 1955 have secured outright contributions 
rather than issuing stock or notes. Obtaining outright 
gifts gives a development group even greater flexibility 
than organizing as a nonprofit corporation and issuing 
stock or notes. If the groups which secure contributions 
are organized as charitable trusts, they enjoy a further 
advantage in raising funds because contributions may 
be deductible for income tax purposes by the donors. 
Three development funds formed in recent years have 
been set up as charitable trusts. Only one established 
prior to 1953 used this form of organization. 

Another innovation has been the use of professional 
fund-raisers. The Industrial Development Fund of 
Greater Woonsocket and The Greater New Bedford In- 
dustrial Foundation established charitable trusts, em- 
ployed professional fund-raisers, and obtained outright 
contributions. They both acquired relatively large 
amounts in short periods. 

Other recent trends in activities of local development 
groups are reflected in the increasing emphasis on mak- 
ing loans and building new plants. Eighteen corporations 
have made loans since May 1952, as contrasted with 
only seven which had lent funds prior to that time. 
Twelve development groups formed since May 1952 
have assisted in the construction of new industrial build- 
ings compared to only six corporations formed in that 
period which have purchased old mills. 


Problems and Shortcomings 


One difficulty faced by many industrial development 
corporations organized in the past was their creation 
during emergency situations. They had to act fast to 
obtain replacement jobs. They didn't have time to de- 
termine the type of industries best suited to the com- 
munity and to go after concerns in those industries. This 
has resulted in an under-utilization of community skills 
and resources. 

The increasing proportion of development corpora- 
tions organized in recent years as part of forward-plan- 
ning programs is encouraging. They have had time to be 
more selective in their industrial development efforts. 
Some of these development corporations have assumed 
the job of conducting broad economic surveys of local 
resources and liabilities to direct their development 
efforts toward assisting industries which will fit in best 
and be of greatest benefit to the local economy. But in 
many communities there is still too much clamoring for 
quick results. 

Another difficulty faced by most development cor- 
porations is that they have relatively small amounts of 
paid-in capital. This has resulted in a rather limited 
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number of transactions for most development groups 
and has prevented them from financing large plants. It 
has also prevented most development corporations from 
furnishing management consulting services to small 
manufacturers, even though many have seen cases where 
technical assistance would result in an expansion of local 
payrolls. The directors and officers of several develop- 
ment corporations have supplied management assistance 
to small concerns on an informal basis, but none has had 
a large enough operating budget to meet the demand 
for this type of service. 

Some development corporations which have pur- 
chased vacant factories have had difficulties in fitting 
them to the needs of other businesses and in getting 
types of industry which would be beneficial to the com- 
munity to occupy older buildings. Several organizations 
have met this problem by being prepared to build new 
plants as well as offer low-cost space in older buildings. 


Conelusions 

Local development corporations are filling a need. 
They help small businessmen obtain factory space. 
They provide capital assistance for growing enterprises. 
They expand community payrolls. Success in these ac- 
tivities will stimulate the corporations to expand their 
services to overcome some of their shortcomings. 

A growing number of manufacturers are basing lo- 
cation decisions on careful investigation of more and 
more factors which have a bearing on the decision. They 
are searching for increased amounts of local economic 
data and are evaluating community attitudes toward 
industry more carefully. Several development corpora- 
tions, as well as other industrial development groups, 
are compiling and presenting the types of locational 
information manufacturers want. In addition, the ex- 
istence of a local development corporation is evidence 
of a receptive attitude toward manufacturers and a 
willingness to help them. 

The relatively small amounts of money available to 
most development corporations prevents them from 
engaging in many desirable activities. But development 
corporations have not always had to supply large 
amounts of capital to achieve results. Usually they have 
furnished the equity money, taken the ownership po- 
sition in a factory, and borrowed funds from banks, 
insurance companies, and other institutional and in- 
dividual investors to cover the bulk of the cost of plants. 
In other cases development corporations have served as 
intermediaries between conventional sources of funds 
and manufacturers wanting to locate new facilities in 
the community. The interest in certain manufacturers 
by development corporations, combined with thorough 
investigatory work, has often resulted in other sources 
of funds providing the needed financing. 

The procedures followed and services offered by in- 
dustrial development corporations have differed. The 
results achieved, however, have varied directly with the 
effort put into the program. In many cases a small 
group of local leaders have done most of the work. But 
a basic requirement for success has been a sincere com- 
munity desire to develop additional manufacturing 
jobs; a desire that is evidenced by a receptive and co- 
operative attitude in government, business, financial, 
professional, and social groups in the area. 
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The adjusted index of industrial production climbed to 
144 in November, about 12 per cent above the level of 
a year ago. Durables at 163 were 15 per cent ahead of 
last year while nondurables at 129 advanced 10 per 
cent over the previous November. 
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New car registrations in Massachusetts were greater 
each month in 1955 than the vear before with the 
exception of June which showed an 8 per cent decline. 
November registrations were 13 per cent above those 
of a year ago and the 11-month total was up 18 percent, 
‘ ; 
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Business failures in the First Federal Reserve District 
were significantly fewer than a year ago in November 
although failures in the country increased slightly. 
New England's failures dropped by 44 per cent while 
those in the United States increased one per cent. 
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Both total insured unemployment and initial claims 
declined in New England during 1955. At the end of 
November total insured unemployment was 46 
cent below that of a year ago while initial claims filed 
in November were 30 per cent lower than a year ago. 


N. EB. BUSINESS AND AGRICULTURAL LOANS 
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W RECLASSIPCADON OF LOANS PROPERLY CARIED IN MEAL ESTATE CATEGORY 


Business and agricultural loans in District IL increased 
to an all-time high of 31,362.5 million in December. 
The largest increase is shown in October because of 
the reclassification of certain real estate loans. From 
October through December, loans rose four per cent. 
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The consumer price index rose to 115 in November, 
the highest level since August 195-4. Wholesale prices 
were slightly below those in October but one per cent 
higher than a year ago. The spot commodity index in- 
creased 1.2 per cent during December. 
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